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ABSTRACT

The risks faced by financial institutions, particularly banks, can influence finan-
cial performance, institutional stability, and managerial reporting behavior. As
financial intermediaries and key institutions supporting economic growth, banks
require effective risk management to maintain financial resilience. This study
aims to examine the relationship between bank risk management, financial dis-
tress prediction, and earnings management practices in commercial banks listed
on the Indonesia Stock Exchange. The study covers the 2019–2022 period, in-
cluding pre-pandemic conditions, the COVID-19 disruption, and the early recov-
ery phase. Using a quantitative approach with panel data regression analysis
supported by EViews software, this study analyzes 27 commercial banks se-
lected through purposive sampling based on complete annual report data. Bank
risk management is represented by credit risk, market risk, liquidity risk, and op-
erational risk, while financial distress and earnings management are measured
using established financial models. The results show that credit risk does not
significantly affect financial distress or earnings management. Market risk sig-
nificantly affects earnings management but does not influence financial distress.
Liquidity risk and operational risk significantly affect both financial distress and
earnings management, while financial distress significantly influences earnings
management. These findings highlight that liquidity and operational efficiency
are important indicators for banking risk control, early warning systems, and
transparent financial governance in Indonesian listed banks.
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1. INTRODUCTION
Companies with declining financial performance may face financial distress, which can ultimately

lead to bankruptcy if it is not detected early. Therefore, a financial distress prediction model is needed to
support early identification and preventive decision-making. Previous studies have examined financial distress
prediction using financial ratios, firm size, and crisis-related conditions. However, limited studies have inte-
grated specific banking risk indicators, financial distress prediction, and earnings management in Indonesian
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listed banks, especially during the 2019–2022 period [1, 2].
Commercial banks were selected as the research object because they play a central role in financial

intermediation, credit distribution, payment systems, and economic stability. Compared with other financial
institutions, banks have stronger exposure to credit risk, liquidity risk, market risk, and operational risk due
to their reliance on public funds, lending activities, and regulatory supervision. These risks may affect finan-
cial performance and encourage earnings management practices, particularly when financial stability is under
pressure. Moreover, financial distress can reduce investor confidence and motivate managers to adjust reported
earnings to maintain firm value and stakeholder perceptions. Therefore, understanding the relationship between
banking risks, financial distress, and earnings management is important in explaining managerial reporting be-
havior in Indonesian commercial banks [3–5].

Bank risk factors are considered important determinants of earnings management practices. In the
banking sector, credit risk measured by Non-Performing Loans (NPL), market risk, liquidity risk, and opera-
tional risk may influence financial performance and managerial reporting behavior, particularly during periods
of financial pressure. Credit risk reflects loan quality, liquidity risk relates to the ability to meet obligations,
market risk arises from changes in market conditions, and operational risk results from weaknesses in internal
processes, systems, or human factors. These risks may increase incentives for earnings management when
financial stability is threatened. Therefore, this study aims to examine how bank risk factors influence earnings
management and financial distress prediction in commercial banks listed on the Indonesia Stock Exchange
[6–8].

The research gap is particularly relevant during the 2019–2022 period, which includes pre-pandemic
conditions, the COVID-19 disruption, and the early recovery phase, causing changes in credit quality, liquidity
pressure, operational efficiency, and market uncertainty in Indonesian banks. This study contributes a novel
integrated framework connecting risk management, financial distress prediction, and earnings management by
examining four banking risk indicators: credit risk, market risk, liquidity risk, and operational risk. Unlike
previous studies focusing on general financial ratios, firm characteristics, or crisis conditions, this study also
investigates how financial distress influences earnings management practices while supporting SDGs 8, 9, and
16 through sustainable economic growth, resilient financial infrastructure, and transparent banking governance
[9–12].

2. LITERATURE REVIEW
Before developing the hypotheses, this study presents a research framework to clarify the relationship

among the main variables [13]. As shown in Figure 1, bank risk management is represented by four indica-
tors, namely credit risk, market risk, liquidity risk, and operational risk. These risk indicators are expected
to influence financial distress and earnings management. Furthermore, financial distress is positioned as an
important factor that may encourage earnings management practices. Leverage and firm size are included as
control variables to strengthen the analysis of earnings management in Indonesian commercial banks.

Figure 1. Research Framework of Bank Risk Management, Financial Distress and Earnings Management
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The conceptual relationship between bank risk management, financial hardship, and earnings man-
agement in Indonesian commercial banks is depicted in Figure 1. The four primary indications of bank risk
management are NPL, market risk (PDN), liquidity risk (LDR), and operational risk (BOPO). Because de-
ficiencies in credit quality, market exposure, liquidity capacity, and operational efficiency may lower bank
financial stability, these risk indicators are anticipated to have an impact on financial distress. The approach
also demonstrates that since managerial discretion in financial reporting can be influenced by financial pressure
and risk exposure, bank risk management may have a direct impact on earnings management. Furthermore,
financial hardship is presented as a significant element that could promote earnings management strategies. To
give a more thorough explanation of earnings management practices in Indonesian listed banks, leverage and
firm size are added as control variables [14, 15].

2.1. The Influence of Bank Risk on Financial Distress
Because banks are essential to sustaining economic activity, risk considerations are inherent in the

banking industry. If these risks are not adequately handled, they could have a substantial impact on the finan-
cial health of banks and cause financial hardship [16]. Prior research has demonstrated a strong correlation
between commercial banks’ financial stability and risk management strategies. Furthermore, controlling for-
eign exchange risk and other financial factors can enhance the forecasting of financial challenges and facilitate
prompt restructuring choices for organizations under financial strain [17, 18]. Businesses that are struggling
financially might need to quickly restructure troublesome debts in order to continue operating. Credit risk,
liquidity risk, market risk, and operational risk are the only bank risks this study looks at. As a result, the
following theories are put forth:

• H1: Credit risk (NPL) has a positive effect on financial distress.

• H2: Market risk (PDN) has a positive effect on financial distress.

• H3: Liquidity risk (LDR) has a positive effect on financial distress.

• H4: Operational risk (BOPO) has a positive effect on financial distress.

2.2. Influence of Bank Risks on Earnings Management
Banks are exposed to various risks that can ultimately affect their income and financial performance

[19]. When profits fall below the expected target, management may have incentives to implement earnings
management strategies. Previous studies have shown that bank risk is associated with discretionary accruals,
indicating that reported earnings may not always fully reflect the actual financial condition of the bank. In
addition, earnings management can be related to operational risk, loan loss provisions, and changes in banking
crisis conditions. Therefore, bank risk factors are important to examine because they may influence managerial
reporting behavior and the quality of earnings information.

Bank risks that wish to be studied further are limited to credit risk, liquidity risk, market risk, and
operational risk [20, 21]. Based on this explanation, the hypotheses proposed are:

• H5: Credit Risk (NPL) has a positive effect on earnings management.

• H6: Market risk (PDN) has a positive effect on earnings management.

• H7: Liquidity risk (LDR) has a positive effect on earnings management.

• H8: Operational risk (BOPO) has a positive effect on earnings management.

2.3. The Effect of Financial Distress on Earnings Management
Financial distress is a state in which a business faces financial strain that, if improperly handled, could

ultimately result in bankruptcy. When a business can’t pay its debts, it files for bankruptcy [22]. Financial diffi-
culties typically manifest prior to bankruptcy and may put pressure on management to preserve the company’s
continuity and reputation. In these situations, management might be more motivated to manipulate earnings
in order to show better financial results [23, 24]. In reaction to deteriorating performance, investor concerns,
and the need to preserve stakeholder confidence, companies under financial strain are more likely to modify
reported earnings. In light of this reasoning, the following hypothesis is put forth:

• H9: Financial distress has a positive effect on earnings management.
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3. RESEARCH METHODOLOGY
3.1. Sample Selection

Every commercial bank that is listed on the Indonesia Stock Exchange is examined in this study.
Purposive sampling was used to choose the sample based on particular standards pertinent to the study’s goals.
27 of the 43 commercial banks in total satisfied the sample requirements and were taken into consideration for
the analysis [25]. In order to measure risk management, financial distress, and earnings management throughout
the 2019–2022 period, the selection criteria were established to guarantee that every bank had comprehensive
and consistent annual report data.

• Has an annual report that is published periodically from the 2019-2022 period in full.

• The data available in the annual report completely provides the data needed for this research.

• Companies that publish annual reports in rupiah.

3.2. Variable Measurement
The variables in this research consist of two dependent variables, namely earnings management.

Meanwhile, the independent variables are risk management and financial distress, intervening variables, with
company size leverage as the control variable [26, 27].

3.2.1. Credit Risk
Credit risk can be measured by NPL, namely the ratio of NPL [28]. Credit disbursed is considered

problematic when repayment is delayed beyond the planned schedule or when the loan is not repaid at all
[29, 30]. In this study, credit risk is measured using the NPL ratio, which is calculated using the following
formula:

NPL =
volume of non-performing loans

total loans

3.2.2. Market Risk
Market risk refers to the potential loss arising from changes in market factors that may reduce market

prices and negatively affect the bank’s portfolio [31]. In this study, market risk is measured using Posisi
Devisa Neto (PDN), or Net Open Position, which reflects the net difference between foreign currency assets
and liabilities after considering administrative accounts. Market risk is measured using the following formula:

PDN = Net difference between assets and liabilities in foreign currency after taking into account
administrative accounts

3.3. Liquidity Risk
According to the Indonesian Bankers Association (2012), managing liquidity risk is crucial because

it can have a significant impact. In certain instances, banks collapse because they are unable to meet their
liquidity needs. The LDR can be used to calculate liquidity risk using the following formula:

LDR =
total loans

total third-party funds

3.3.1. Operational Risk
The risk resulting from insufficient or unsuccessful internal procedures, human error, system malfunc-

tions, or outside circumstances that could impact a bank’s operational performance is referred to as operational
risk [32, 33]. The BOPO ratio, which contrasts operational expenses with operational income, is used in this
study to quantify operational risk. A higher BOPO ratio may be a sign of increased operational risk inside the
bank as well as decreased operational efficiency.

BOPO =
operating expenses
operating revenue
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3.3.2. Leverage
The percentage of debt utilized in a company’s capital structure is known as financial leverage [34].

Because the business has more responsibilities to meet, a higher debt level may raise financial risk. However,
when borrowed money is managed wisely and produces returns greater than financing expenses, debt can also
assist business operations [35]. The debt-to-equity ratio, which contrasts total debt with total equity, is used in
this study to calculate Leverage. The following formula is used to get the debt-to-equity ratio:

Leverage =
total debt

total equity

3.3.3. Firm Size
Firm size can be measured in a number of ways, one of which is the company’s total assets [36]. The

company’s size is determined by the size of its assets, which are calculated as the logarithm of its total assets.
The following formula can be used to determine firm size, or company size:

Firm Size = Ln Total Assets

3.3.4. Financial Distress
A decline in a company’s financial situation prior to bankruptcy or liquidation is referred to as fi-

nancial hardship [37]. The Altman Z-score approach, which evaluates a company’s possible financial strain
by combining multiple financial indicators, is used in this study to predict financial difficulty [38]. A higher
Z-score denotes greater financial stability, whereas a lower Z-score suggests a greater likelihood of financial
difficulty. The following formula is used to determine the financial hardship score:

Z = X1 + X2 + X3 + X4
Information:

• Z = Z-Score Index.

• X1 = Loan / Deposit Ratio.

• X2 = Retained Earnings / Total Assets.

• X3 = Earnings Before Interest and Tax / Total Assets.

• X4 = Market Value of Equity to Book Value of Total Debt.

3.3.5. Earnings management
The term ”earnings management” describes administrative involvement in the financial reporting pro-

cess that could affect the data shown in financial statements [39]. Discretionary accruals, which represent the
portion of accruals that may result from managerial discretion, are used in this study to measure earnings man-
agement [40]. The degree to which management may modify reported results through accrual-based accounting
decisions is determined using the discretionary accruals model [41]. The model is expressed as follows:

TAit = β0 + β1Coit + β2Loanit + β3NPAit + β4∆NPAit+1 + eit

Information:

• TAit = Total Accruals.

• Coi = Credit written off (loans charge-offs) is reflected in the collateral taken over, with the considera-
tion that the collateral eliminates the bad credit by handing over the collateral.

• Loanit = Loans outstanding (loans in circulation).

• NPAit = Non-performing assets (problematic productive assets) based on current, substandard, doubtful,
and loss collectibility.

• ∆NPAit+1 = Difference between non-performing assets in the next year and non-performing assets t.

•
NDAit = TA− (β0 + β1Coit + β2Loanit + β3NPAit + β4∆NPAit+1)
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•
DAit = TAit −NDAit

Information:
TAit is the total accrual calculated by the balance of the allowance for possible losses on productive

assets (PPAP), NDAit is the non-discretionary, and DAit is discretionary accrual (discretionary accrual).

3.4. Research Model
The analytical method used in this research is panel data regression analysis using the EViews program

[42]. The regression equation model in this research is as follows:

Z = b0 + b1X1 + b2X2 + b3X3 + b4X4

Y = b0 + b1X1 + b2X2 + b3X3 + b4X4

Information:

• Y = Earnings Management.

• Z = Financial Distress.

• X1 = Credit Risk.

• X2 = Market Risk.

• X3 = Liquidity Risk.

• X4 = Operational Risk.

• X5 = Leverage.

• X6 = Firm Size.

• b0 = Constant.

• b = Regression Coefficient.

• e = Error term (Error).

The common effect model, fixed effect model, and random effect model are the three model estimation
alternatives available for panel data analysis using EViews [43, 44]. To get the best panel regression estimation,
a methodical model selection approach was carried out. The common effect model and the fixed effect model
were first compared using the Chow test [45]. The fixed effect model was seen to be more suitable if the Chow
test result revealed a substantial probability value since it could account for variations in features among banks
[46, 47].

However, as individual differences between banks were not statistically significant, the common effect
model was used if the outcome was not significant. Second, the fixed effect model and the random effect model
were compared using the Hausman test when the fixed effect model was favored. While a non-significant
result favored the employment of the random effect model, a significant Hausman test result suggested that the
fixed effect model was more appropriate [48, 49]. These model selection processes led to the selection of the
fixed effect model for the earnings management model and the common effect model for the financial distress
model. Since large individual bank effects were not necessary for the estimation, the common effect model was
suitable for Model 1 [50, 51]. The fixed effect model, on the other hand, was suitable for Model 2 since different
banks may have different earnings management practices because of variations in internal policies, operational
structure, governance quality, and managerial discretion. To make sure the regression assumptions were met,
a number of preparatory tests, including as normality, autocorrelation, multicollinearity, and heteroscedasticity
tests, were carried out before to panel regression analysis [52, 53].
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4. RESULTS AND DISCUSSION
Purposive sampling was used in this study, which focused on commercial banks that were listed on the

Indonesia Stock Exchange. For the 2019–2022 period, a total of 27 banks satisfied the sample requirements,
yielding 108 firm-year observations. The yearly financial reports released by Bank Indonesia and the Indonesia
Stock Exchange provided the research data. Table 1 displays the research variables’ descriptive statistics. Pur-
posive sampling was used to select banks that were listed on the Indonesia Stock Exchange for this study. For
the years 2019–2022, 27 businesses satisfied the requirements. The IDX and Bank Indonesia’s firm financial
reports provided the research data. The following is a description of this data.

Table 1. Descriptive Statistics (N=108)
Variable Min Max Mean Std. Dev

Credit Risk 0.02 12.28 2.57 2.10
Market Risk 0.00 13.65 2.31 2.48
Liquidity Risk 0.68 108.86 84.72 12.83
Operational Risk 0.79 173.80 82.42 20.32
Leverage 2.96 18.21 7.77 2.70
Firm Size 15.06 20.59 17.54 1.65
Earnings Management -0.45 1.26 0.67 0.31
Financial Distress 0.65 2.15 1.02 0.19

Table 1 presents the descriptive statistics of 108 observations from Indonesian listed commercial banks
during the 2019–2022 period. The results show that liquidity risk has the highest mean value at 84.72, followed
by operational risk at 82.42, indicating that liquidity management and operational efficiency are important
issues in the banking sector. Meanwhile, credit risk and market risk have relatively low mean values of 2.57
and 2.31, suggesting that these risks were generally controlled during the observation period. The average
financial distress value of 1.02 indicates that banks still faced potential financial pressure, while the mean
earnings management value of 0.67 shows the presence of managerial discretion in financial reporting.

4.1. Hypothesis testing
With the use of EViews software, two panel data regression models were used for data analysis. The

fixed effect model was chosen for Model 2 and the common effect model for Model 1 based on the model
selection process. The best estimation model for each regression equation was chosen using the Chow and
Hausman tests. Because the test results showed that individual bank effects were not statistically significant in
explaining financial distress, the common effect model was deemed suitable for Model 1. On the other hand,
Model 2’s fixed effect model was chosen because the findings indicated that bank-specific factors had to be
taken into account while analyzing earnings management. As a result, the chosen models were thought to
be appropriate for examining the connection between financial distress, earnings management, and bank risk
indicators. Table 2, which summarizes the coefficient values, t-statistics, significance levels, and interpretation
of each investigated association, displays the findings of the hypothesis testing for both regression models.

Table 2. Hypothesis Test Model 1
Model Variable b T count Sig Information

1

Constant 0.688 - - -
Credit Risk -0.003 -0.415 0.679 No
Market Risk -0.003 -0.607 0.545 No

Liquidity Risk 0.009 8.476 0.000 Significant
Operational Risk -0.003 -3.655 0.000 Significant

Leverage -0.018 -3.451 0.001 Significant

2

Constant 3.424 - - -
Credit Risk 0.004 0.434 0.665 No
Market Risk -0.017 -2.328 0.022 Significant

Liquidity Risk 0.007 3.419 0.001 Significant
Operational Risk -0.002 -1.963 0.050 Significant

Firm Size -0.145 -12.759 0.000 Significant
Financial Distress -0.530 -3.959 0.000 Significant
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The findings of the two panel regression models’ hypothesis testing are shown in Table 2. Financial
distress is significantly impacted by liquidity risk, operational risk, and leverage in Model 1, but not by credit
risk or market risk. Model 2 shows that while credit risk has no discernible impact on earnings management,
market risk, liquidity risk, operational risk, company size, and financial hardship do. These findings suggest
that the relationship between bank risk management and earnings management in Indonesian listed commercial
banks can be explained by liquidity risk, operational risk, and financial hardship.

4.2. The Effect of Credit Risk on Financial Distress
The results of the investigation show that financial suffering is unaffected by credit risk. The signif-

icance value of 0.679, which is more than 5%, makes this clear. Financial distress decreases by 0.003 units
for every unit increase in credit risk, according to the coefficient value of -0.003. This hypothesis’ rejection
implies that credit risk, as determined by NPL, is still comparatively low. According to the study, the average
NPL value is 2.57, which suggests that this degree of credit risk has no bearing on financial hardship. Accord-
ing to this research, credit risk in Indonesian listed banks was still comparatively controllable between 2019
and 2022, therefore it did not directly cause financial strain that resulted in financial crisis.

This finding deviates from a number of recent research that highlight financial risk as a significant
factor influencing managerial decision-making and financial distress, especially in developing market environ-
ments. The negligible impact of credit risk on the Indonesian banking industry, however, can be the result of
more stringent loan quality evaluations, tighter credit monitoring, and more cautious lending practices during
shaky economic times. Therefore, unless there is additional macroeconomic instability, operational inefficien-
cies, or liquidity pressure, credit risk may not be enough to explain financial crisis.

4.3. The Influence of Market Risk on Financial Distress
The analysis’s findings show that financial distress is unaffected by market risk. The significance value

of 0.545, which is more than 5%, makes this clear. Financial distress decreases by 0.003 units for every unit
rise in market risk, according to the negative relationship indicated by the coefficient value of -0.003. With an
average PDN value of 2.308, the research findings indicate that market risk, as determined by PDN, falls into
a reasonably low category. Therefore, the likelihood of financial trouble is not greatly increased by this degree
of market risk.

4.4. The Influence of Liquidity Risk on Financial Distress
The results show that financial distress is positively impacted by liquidity risk. A significance level of

0.000, which is less than the 5% criterion, supports this. A coefficient of 0.009 further illustrates the relation-
ship between these two parameters. This coefficient indicates a one-way relationship, meaning that a drop of
0.009 units in financial hardship is correlated with an increase of one unit in liquidity risk. Liquidity risk, as
determined by the loan-to-deposit ratio, which shows the relationship between the amount of credit given and
the money received from outside sources, is the basis for this hypothesis’ confirmation. As a result, when the
total credit amount exceeds the funds obtained from outside sources, there is a greater chance that the business
will have trouble meeting its commitments, which raises the risk of financial failures in the banking sector.

Because banks must maintain a balance between credit distribution and third-party funds, this finding
is consistent with recent research demonstrating that liquidity pressure is a critical factor in banking stability.
The COVID-19 pandemic and an early economic recovery created a difficult operating environment for In-
donesian commercial banks between 2019 and 2022, which could increase liquidity strain and make it more
difficult for banks to fulfill short-term obligations. LDR is a crucial early warning indicator for spotting pos-
sible financial issues in Indonesian listed banks, as evidenced by the substantial impact of liquidity risk on
financial distress.

4.5. The Influence of Operational Risk on Financial Distress
The analysis’s findings show that operational risk negatively affects financial distress. The signifi-

cance value of 0.000, which is less than 5%, makes this clear. A one-unit rise in operational risk results in a
0.003-unit drop in financial hardship, according to the coefficient value of -0.003, which indicates an inverse
association between the two variables. Banks can lessen this risk by increasing operational effectiveness to
improve customer loyalty and service quality, which will ultimately increase revenue and lower the chance of
financial difficulties.
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4.6. The Influence of Credit Risk on Earnings Management
The analysis’s conclusions show that credit risk has little bearing on how earnings are managed. The

significance value, which is measured at 0.665 and surpasses 5%, supports this conclusion. The coefficient
value of 0.004 further demonstrates the link between these two variables. According to this coefficient, there
is only a 0.004 unit rise in the profits management variable for every unit increase in the credit risk variable,
indicating a unidirectional link. The fact that credit risk, as measured by NPL, is still in the relatively low range
could be the reason for this hypothesis’ rejection. The average NPL value, according to the research findings,
is 2.573. It is implied that banks do not participate in profit management depending on the credit risk they
experience because such a level of credit risk does not result in a significant loss in bank profitability.

4.7. The Influence of Market Risk on Earnings Management
Market risk has a detrimental effect on earnings management, according to the analysis’s conclusions.

The significance value of 0.022, which is less than 5%, makes this clear. The direction of the link between these
variables is indicated by the coefficient value of -0.017, which indicates an inverse correlation. Consequently,
earnings management falls by 0.017 units for every unit rise in market risk. The idea that different degrees of
market risk affect the company’s potential to generate profits and motivate management to put plans in place to
improve profitability lends credence to the concept.

4.8. The Influence of Liquidity Risk on Earnings Management
The results show that managing earnings is positively impacted by liquidity risk. The statistically

significant result of 0.001, which is less than 5%, makes this clear. The coefficient value of 0.007, which
shows a positive correlation, illustrates the association between these two variables. In particular, earnings
management increases by 0.007 units for every unit increase in liquidity risk. The loan-to-deposits ratio, which
measures the balance between credit extended and third-party funds, provides support for the hypothesis.

An increase in credit extended is expected to boost the bank’s income. Therefore, if the bank’s income
does not align with the total credit extended, it may prompt management to manipulate profits by increasing
the nominal amount. This finding is in line with recent studies indicating that liquidity-related indicators
can influence earnings management behavior in the banking sector. When banks face liquidity pressure or
when income generated from credit distribution does not match expected performance, management may have
stronger incentives to adjust reported earnings to maintain stakeholder confidence. This finding implies that,
in the context of Indonesian commercial banks from 2019 to 2022, liquidity risk may have an impact on
managerial discretion in financial reporting in addition to financial stability, especially during uncertain and
recovering economic times.

4.9. The Influence of Operational Risk on Earnings Management
The analysis’s findings show that operational risk has a negative effect on earnings management. A

significance value of 0.050, which is less than the 5% cutoff, demonstrates this. An inverse association between
these two variables is further demonstrated by a coefficient value of -0.002, which means that an increase of
one unit in operational risk corresponds to a decrease of 0.002 units in profits management. Although it also
reflects the company’s inefficiency, this reduction may be the result of the bank’s high operating costs, which
might be used to improve facilities, services, and the skill of human resource management. This result implies
that a decrease in operational risk is linked to a decrease in operational expenses in relation to operational
revenue, which is an important factor for businesses that control their profitability.

4.10. The Effect of Financial Distress on Earnings Management
A significance value of 0.000 and a coefficient value of -0.530 in the analysis reveal that financial

distress has a negative impact on earnings management. This suggests that earnings management in Indone-
sian commercial banks is significantly correlated negatively with financial crisis. Financial distress typically
precedes bankruptcy and can put pressure on management to preserve business continuity, investor trust, and
a favorable financial reputation. In such circumstances, management might be more motivated to respond
to financial pressure by using discretionary reporting procedures. Consequently, our result demonstrates that
managerial reporting behavior can still be explained by financial strain, particularly in times of economic un-
certainty.

This finding also strengthens the relevance of banking risk management in the fintech and digital bank-
ing era. Banks need to strengthen digital risk governance, internal control systems, and technology-supported
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early warning mechanisms to detect potential financial distress and reduce earnings management practices. In
practice, indicators such as LDR, BOPO, and financial distress scores can be integrated into digital risk dash-
boards to monitor liquidity pressure, operational efficiency, and financial stability. These findings also support
SDG 8 by promoting financial stability and sustainable economic growth, SDG 9 by encouraging technology-
based early warning systems and resilient digital banking infrastructure, and SDG 16 by promoting transparent
governance, responsible financial reporting, and stronger institutional accountability. Overall, liquidity risk,
operational risk, and financial distress are more sensitive indicators in explaining earnings management than
credit risk and market risk in Indonesian listed banks.

5. MANAGERIAL IMPLICATIONS
The findings of this study provide important managerial implications for Indonesian commercial banks

in reducing financial distress and preventing earnings management practices. First, banking managers should
give greater attention to liquidity risk because the results show that liquidity risk significantly affects both
financial distress and earnings management. Banks can manage this risk by regularly monitoring the Loan
to Deposit Ratio, maintaining sufficient liquid assets, balancing credit expansion with third-party funds, and
ensuring that short-term obligations can be fulfilled properly. Effective liquidity planning can help banks detect
early signs of financial pressure and reduce the need for managerial intervention in reported earnings.

Second, banks should improve operational efficiency because operational risk also has a significant
influence on financial distress and earnings management. Managers need to control the BOPO ratio by re-
ducing unnecessary operational costs, improving service processes, strengthening digital banking operations,
and increasing the effectiveness of internal procedures. Operational efficiency is important because inefficient
cost structures may weaken profitability and increase financial vulnerability. By improving operational perfor-
mance, banks can maintain financial stability and reduce incentives for earnings management.

Third, banking managers should develop a technology-supported early warning system that integrates
key indicators such as LDR, BOPO, financial distress scores, and earnings management signals. This system
can help management identify potential financial problems before they become more serious. In the fintech and
digital banking era, early warning systems should also be supported by digital risk governance, internal control,
audit quality, and transparent financial reporting. These managerial actions can strengthen bank resilience,
improve stakeholder confidence, and support responsible financial practices in Indonesian listed banks.

6. CONCLUSION
The findings of this study indicate that bank risk management has different effects on financial distress

and earnings management in Indonesian commercial banks. Credit risk does not significantly affect financial
distress or earnings management, suggesting that Indonesian banks have implemented relatively cautious credit
policies and maintained controlled non-performing loan conditions. Market risk also does not significantly af-
fect financial distress, indicating that banks may have anticipated market changes effectively to maintain finan-
cial stability. However, market risk negatively affects earnings management, showing that market conditions
can still influence managerial reporting behavior. Liquidity risk has a significant effect on both financial dis-
tress and earnings management, highlighting the important role of liquidity in maintaining banking financial
health. Operational risk also significantly affects financial distress and earnings management, indicating that
operational efficiency is an essential factor in maintaining bank performance. In addition, financial distress
has a significant effect on earnings management, showing that declining financial conditions may encourage
managerial discretion in financial reporting.

In light of these findings, several recommendations and practical implications are proposed for com-
mercial banks, regulators, and investors. Commercial banks should not only focus on credit risk, market risk,
liquidity risk, and operational risk, but also consider broader risks identified in regulatory guidelines when
forecasting financial distress. In the fintech and digital banking era, this recommendation becomes increas-
ingly important because digital transactions, online banking services, mobile financial platforms, and fintech
collaborations may create additional liquidity, operational, cybersecurity, data privacy, and governance risks.
Therefore, commercial banks need to strengthen technology-supported risk monitoring, internal control sys-
tems, and early warning mechanisms to detect potential financial distress and reduce the possibility of earnings
management practices. Banking managers should use LDR, BOPO, and financial distress indicators as early
warning signals to strengthen liquidity planning, improve operational efficiency, and reduce incentives for



328 ❒ E-ISSN: 2622-6804 | P-ISSN: 2622-6812

earnings management. Regulators can use these findings to strengthen supervision over bank risk governance,
digital banking risk, and financial reporting transparency, while investors can consider liquidity risk, opera-
tional efficiency, and financial distress indicators when assessing bank performance, financial stability, and the
reliability of reported earnings.

These findings also have implications for the Sustainable Development Goals. The study supports
SDG 8 by showing that effective banking risk management can help maintain financial stability, business conti-
nuity, and sustainable economic growth. It supports SDG 9 by emphasizing the importance of technology-
supported early warning systems, digital banking innovation, and resilient financial infrastructure. It also
supports SDG 16 by encouraging transparent banking governance, responsible financial reporting, stronger
internal control, and institutional accountability to reduce earnings management practices. However, this re-
search is limited to commercial banks listed on the IDX over the 2019–2022 period, so the results may not fully
capture long-term banking risk patterns beyond pre-pandemic, pandemic, and early recovery conditions. The
sample is also limited to listed commercial banks and may not represent non-listed banks, rural banks, Islamic
banks, or other financial institutions. Future researchers are encouraged to extend the observation period, ex-
pand the sample scope, and include external macroeconomic, regulatory, digital banking risk, fintech risk, and
governance-related variables to provide a more comprehensive understanding of banking risk management in
the digital finance era.
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